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Soction 501 {c)(7) of the Internal Revenue Code exempts from Federal
incoma tax ¢lubs organized for pleasure, recreation, and other
nen-profitable purposes, sustantially all of the activities of which are
‘ for such pirposses and no parts of the net earnlngs of whzc inures to the
l,b nef1t of. any pr1vate sharehclder. T P i

: ectlon 1, 501(c)(7) 41 ot ‘the Income fax Regulations ptovides that in-
general:’ this exemptlon ‘extends 15F)
hsupported solely by memhershlp fees) duss ‘and a_sessmenrs -
,g';reCteatlon 1;facilityUavailabléttqftha‘ganétélzpublirfisfnbtgorganiZe
.. . operated- excluazvely tor plaabure, racrnation and other non*profitable

*.purposes.“ ERTSERTAN Dol T FR

‘?Re'enue Ruling 69 220 1969 1 C B 154 held »hat a club whirh entered into“~'
:“business 1eases’ for renta] ar real property, ‘dnd used” the income to de trayf*
'tb.axpenses ‘and to improve and expand the facilities, was not exempt under
. Section 501(c)(7) bscausa it regularly. eugaged in'a business ordinarily
carried on for profit and ‘its earnings inurdd. to the benefit ot its L E
nembers 1n the form of: 1mproved and expandbd fac111t1es.

" In Un1ted States vs Fort Vorth Club of Fort Worth Tezas, 345 “d 52 (1065;
modified and reaffirmed 348 F 2d 891 (1965), the court cited a series of
cases, sstablishing that, in order to be exempt under 501{c) (7}, a cliub’s
outside profit must be strictly incidental to club activities, not as a
result of ocutside business, and elther negligible or non-recurring.

Revenus Ruling 58-589, 1959-2,267, held that a club will not be denied
exemption merely because it receives income from the general public; that
is, persons other than members and their bonafide guests, ot because . the
 general public on occasion is permitted to participate in its affa1rs,'
provided such: partlclpatlon is. 1nchenta1 to and in furtherance of its
general c¢lud purposes and it may not be said: that income therefrom is
inuring to members. This is generally true vhere the recelpts from
non—members are no mora. than &nough'to pay their share of the expanses.

Revenue Ruling 68-119, 1968-1,268 held that an equestrian club that holds
one steeplechase per yeer will not necessarily lose its exemption if it
derives income from transactions with other than bona fide members or if
the general public on occasion is permitted to participate in its affairs,
provided such partzclpatﬂon is incidental to and in furtherance of its
general club purposes and incoms therefrom does not inure to membars.

Revenue Ruling 71-17, published in Internal Revenue Cumulative. Bulletin

1971-1, page 683, indicated that, as an audit standard, a sorial clubls’ '
annual income-from- outs1de sources- shoulc not be more. than 5% of., the total'm.. i
gross rece1pts of the organizatlon. : S , v




Public Law 34-56¢ liberalized this standard, Tha tutent of this law, ag
explained in Sehate Rgpoxt NG. 94-1318, published in Comulative Bulletin
19762, paga 597, is thal a club ezempt Lrum_’a sation and des»rlodd in-
Section bﬁl*c}(?) ig to. be permittcd to recgive up. to 35% ofite gross
recnipts- from.a; combinatzcn of investment income and receipts from
LnonTmembers: (from ‘the use of its ‘facilities’ ot services) so long asgth;
w1 atther, daas not represeut marcﬁthan '15% of “total” receipts. Xtiis Euxthuz
~stated that if an ‘organization’ ‘excesds thig 11mita, all ot thc favta ang’
th circumstanc*s must ba Lonaidorgd dn untarminan whethar the organi dtlon
i‘quallfzes fot shempt stafue ﬂowe ey, the: nmendmcnt ‘¥as not dinténded: to
¢ alloy: social: rlubs to, recexvo, ‘aven within the allowabie gui&clinas,‘.
~income from the active conduct. of Lu,xaess nof fraditirnally carriad SR by
*‘flsoc1al clubs (Scnate Raport Ho. . 9; 131¢ Jnd nqsion, 47F / C. E ur.;

'EInﬂomn rron the aﬂncral pub]ir {nan~m mthr) is’ prlma fahx, ﬁvzdﬂnra that

n“vour elub is angaging in buginsss as previowsly. cited in scctlun . R ‘g;ﬂ'
f501(c){7) ~1(b} of the Invomv Tax Regulsticns,.  This is bsrng ant b ‘the ' R
fact that -55 of your total income from to vas from S
non-mombers. It iz clear that tha ciub's outside préfit is mwot Incidental’

to the club‘z activitics. The club'sz activities are rs gulting in S
substantial income which iz peither negiigible or nen-vecurring

Further, since the incoms is baing uszed to anfrag expanass that wauld
othervigse have to be paid for by the membirs, thia activity rasults in
prohibitod inurement of banefits.

Bared on the foregoing, we hold that you are not opor atad exclusively for
pleasurs, re ecrsation and sther nonprarzrabl~ purpesss; and that SrEIon
of your net carnings inurss to the banefit of Your membars. Thea

conclude that yon do not qualify for exemption under Section 501
any other Szction of the Inf@rnal'kevcnuL Code, :

78 you have not been aLanfnd f crempt status, you ave rveguirved to
e Pederal dncome tax return on Egrm 1120,

If you do not accept cur findings, we recommznd that FOU raguest a

conisrence with a mowmber of our Reglonal 2ffics of Appeals. VYoux r&quest

fer o conference should include a written appeal glvlng‘»h& facts, law and

any other informaticu to support yeonr vosition as explained in the

enclosed Publication §92. You will then be contacted to arrangs a date
jmzvchqnfblenv:. The conference mavy be held at tha chlunal fo}cf or if

you reguast, at any mutually convenisnt Fistrict Office.. Lf we 4 not

hear from jou within 30 dajs of thc date of this 1etfhr, fﬁis‘,, e L
:dctermlnxtlon will~ bncomr f:nal FE e

Sinceraly youls,




